This paper reports on a small-scale study of the compliance costs of small New Zealand businesses. Participating firms were asked to keep a record of both time spent and expenditure directly incurred over a thirteen-week period. This differs from previous studies that rely on a firm's recall of how much time has been spent on compliance over the previous year. The results suggest that New Zealand small businesses, on average, spend less time, but a similar amount of money, on compliance than has been indicated in previous studies. A number of firms do perceive compliance to be a major issue, and in some cases this perception prevents firms from expanding.
Introduction
"New Zealand, a small, far-off country of which most people know little, has attracted disproportionate interest from economists over the last two decades. It was once one of the most protected and regulated economies in the developed world. But in the 1980s and early 1990s, it became the liberaliser's darling, as it pursued market reforms more dramatically than any other economy -including Margaret Thatcher's Britain. New Zealand was hailed with promises that it would change from the "Poland of the Pacific" into another Hong Kong." (The Economist, 2000:83) As illustrated by the quote from The Economist above, New Zealand went from being one of the most regulated to least regulated of the developed economies of the world in the space of a decade, beginning in the mid 1980s. However, in recent years the business community in New Zealand has argued that a new wave of regulation, in the form of compliance costs, has replaced many of the old regulations. The aim of this paper is to quantify the extent of these compliance costs for small businesses.
There is a widespread perception in the New Zealand business community that compliance costs, particularly for small to medium size enterprises, are high. There is also recognition by the New Zealand Government that compliance costs are potentially a serious constraint on The aim of this project is to examine, in detail and independently, both the financial and opportunity costs of compliance for a sample of small businesses in New Zealand. Without any prior conceptions on the extent of such costs, we designed a survey that would allow us to record each participating firm's time spent and direct dollar costs over a period of thirteen weeks. In addition, we conducted an in-depth interview with each firm at the beginning of the survey period and followed up with further clarifying questions at the end of the survey. As well as allowing us to gather quantitative information, this approach allows us to examine attitudes that may constrain entrepreneurial activities. Although the resource intensity of the method restricted the size of our sample, we believe that the results complement other forms of analysis.
The outline of this paper is as follows. In section 2, we outline some theoretical economic background on compliance costs. Section 3 reviews the New Zealand situation and some of the work that has been done in New Zealand on compliance costs to date. Section 4 presents our method for investigating this issue through the medium of structured interviews with a sample of the owners or managers of small firms. Section 5 details our findings. Section 6 concludes and suggests areas for further research.
Economic theory of regulation and compliance costs
There are widely varying views of the role of government in a modern society. At one extreme, some would assign to government only the roles of protecting the country from outside invasion, of maintaining order internally, and of providing public goods. On the other hand, some would say that market failure is so pervasive, going well beyond the inadequate provision of public goods, that the government is justified in intervening in almost all transactions to correct it. The public interest theory of regulation derives directly from the analysis of market failure (Utton 1986:13) . However, because of the difficulty of explaining a good deal of actual regulation as the response of government to market failure, the capture theory of regulation was developed, notably in the seminal work of Stigler (1975) . Stigler's key idea is that, even if regulation is first designed in the public interest, it is soon captured by those with the greatest interest in it; that is, the industry under regulation.
The explanation and origin of regulation need not concern us here except to note that the specific set of policies of the government of a modern economy tends to emerge over time "in response to such specific economic events as price changes, quantity constraints, environmental hazards" (Spulber 1989:15) . Problems are tackled as they arise and with the information to hand, without the benefit of perfect knowledge. Given this "path dependent" nature of regulation (Magnusson 2001:108) it is hardly to be expected that the regulatory environment will, in any sense, be optimal. Specifically, it is most unlikely that compliance costs will be at a minimum. Therefore, one needs to examine the regulatory environment from time to time and ask whether a different environment would be more efficient.
It is important that any given regulatory intervention should achieve what it set out to achieve at minimum cost to other activities. Unintended consequences ought to be avoided. Old regulations should be examined to see if they are still necessary and desirable. If possible, regulatory changes should be subject to cost-benefit analysis. In this spirit, the New Zealand Government now requires any proposed legislative, regulatory or rule change to be subject to a Business Compliance Cost Statement (Ministry of Economic Development 2001a) as part of a commitment to examine the net benefit of any proposed change.
Definition of compliance costs is not an easy matter. We do not mean it to include costs imposed by just any government action. It is arguable whether government activity that involves tax or expenditure should be included. Certainly taxation liabilities themselves, while often the focus of complaint, are not compliance costs, but the costs of doing the paperwork associated with taxation liabilities are. So, too, are the costs of complying with regulations requiring businesses to collect and submit information to various government agencies (for example, surveys required by Statistics New Zealand), as well as the costs of meeting legal obligations relating to third parties (for example, health and safety regulation).
Private industry may well be able to shift such costs to the end consumer but, in the first place, the impact of regulation will be on the industry itself.
Apart from taxation, the two main types of regulation that impact on businesses are:
(1) Regulation to reinforce the advantages of the price mechanism by preventing monopoly situations or by preventing monopoly power from being exercised. This is sometimes known as anti-trust policy.
(2) The "new" social regulation. This term includes regulation about occupational health and safety, environmental protection, discrimination and consumer protection. Such regulation, including the imposition of standards and informational requirements has vastly expanded since the 1960s (Utton 1986:75) .
The first strand of industry regulation is directed mainly at larger enterprises and is therefore of limited relevance to the small firms that are the focus of our study. The "new" social regulation does not attempt to deal with market structure, conduct or performance of large firms but affects the way all businesses operate and imposes costs on them. The costs of compliance with such regulation tend to fall disproportionately on smaller enterprises (Ministry of Economic Development 2001b:4).
Our theme, then, is that given the necessity of some regulation, but acknowledging that it imposes costs, there is a need for cost-benefit analysis of new and existing regulatory frameworks. Ceteris paribus, an increase in regulation will see a corresponding increase in the costs of compliance. However, we should keep in mind that it is unlikely to be true that a firm would not comply with any regulation unless it were forced to do so. A firm may comply with much of current regulation, not because it is forced to, but because some degree of compliance represents rational profit-maximising behaviour anyway. For example, firms presumably find it in their interest to take at least some steps to protect their staff from injuries, such as requiring them to wear protective equipment. If one attempts to calculate compliance costs, it is necessary to work with, not gross costs, but rather with net incremental costs. We need to keep this point in mind because any data gathered inevitably relate, in the first instance, to total compliance costs. Spulber (1989:12) notes that in many countires there has "been an extensive series of efforts to take government out of the marketplace." In the New Zealand context, the most extensive recent period of "de-regulation" followed the election of the Fourth Labour Government in 1984 and continued through at least the earlier years of the subsequent National administration from 1990. Yet this period can be seen as one of a number of cycles of de-and re-regulation. Quite recently there has been a perception amongst business organizations that the extent of current regulation, some of it put in place since the election of the latest Labour administration in 1999, imposes excessive costs on businesses. Bollard (1987:26-28 ) details the history of regulation in New Zealand from the early days of the colony down to the 1980s. He notes that in "its earliest days the New Zealand legislature was hesitant about regulating commerce at all reflecting a strong self-regulatory ethos of the pioneer economy." Early pieces of legislation were passed in response to particular perceived problems. For example, the first direct regulatory measure was the Agricultural Implement Manufacture Importation Sale Act (1905) , which had the intention of limiting competition from imports, based on an "infant industry" argument. There followed, in 1908, the Monopoly Prevention Act, which was designed to prevent unreasonably high prices of flour, potatoes and wheat. One can note already the tendency for one regulation to build on another in what has been called the "tar-baby" effect (Utton 1986:26) . The snowballing of regulation continued throughout the Depression and War years, with a period of rolling back of regulation evident in the 1950s. The stagflation of the 1970s led to a re-imposition of price controls and heavy regulation of the financial services sector. Labour came to power in 1984 with an apparent commitment to rapid restructuring and few ties to major industrial lobbies.
Review of the New Zealand situation
Regulatory reform taking five main lines quickly followed:
(1) Price control was removed.
(2) Removal of import licences and the reduction in industry protection/ assistance.
(3) Changes in the way state trading activities were handled, notably the separation of commercial and governmental functions, and the promise of "commercial" criteria for the management of state owned enterprises.
(4) The reform of a wide range of controls on production and distribution in many industries including freezing works, cement, milk, transport, and finance. 
Study method
Our purpose in the present study is to try to acquire independent and detailed compliance cost information with a particular emphasis on small businesses that, as noted above, comprise the vast majority of New Zealand firms. Our survey design is a compromise between imposing an excessive burden on our participants and collecting accurate information.
Using the issues identified by the Ministerial Panel (2001) and our own knowledge of business as a guide, we attempted to compile a list of all possible compliance costs. Using this list we designed a preliminary questionnaire, which is presented in Appendix A. This questionnaire was intended as a guide for use by the interviewer in a face-to-face interview with the owner or manager of each participating firm. The questions were designed to allow us to establish each firm's understanding of, and attitudes to, compliance costs, as well as to collect basic data relating to firm size.
research by way of a 13-week commitment to completing a weekly diary of time and dollars spent on activities related to compliance costs. On the basis of its responses to the initial questionnaire, we designed a form, customised for each firm, for completion each week. We requested these forms be mailed back to us at the end of each week of the study and we followed up late forms with a phone call.
We aimed to recruit twenty-five small businesses, defined as firms employing twenty workers or fewer, to take part in the study from the greater Dunedin area. 7 Five different types of business were surveyed: garages, small engineering firms, hair-dressers, motels and cafes. The final sample included 5 cafes, 5 engineering firms, 5 garages, 4 hairdressers and 6 motels. The firms were chosen at random from the Yellow Pages of the Otago Phone Book.
A letter was sent to firms inviting them to participate and they were then contacted by phone to ask if they were prepared to participate. The take-up rate differed somewhat across firm types. Twenty engineering firms were invited to take part, before 5 agreed to participate, giving a take-up rate of 25 percent. The rates for the other business types were 25 percent for hairdressers, 33 percent for motels, 45 percent for cafes and 100 percent for garages. The overall take-up rate was 36 percent.
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The survey was conducted in three stages. The first stage involved conducting a preliminary structured interview with each firm using the questionnaire described above. Typically the interview was conducted with the owner-operator of the firm, but in some cases the interview was conducted with the person who did the book keeping and other office type work (e.g. a spouse who did the book work from home). 9 The interviews were conducted face to face by either one of the authors or a research assistant. Twenty-five firms were interviewed. All firms but two had been in business for a period of at least twelve months. One firm had been in business for only two weeks and another for over six months. 10 Firms were then asked if they would be prepared to keep a record of all time and money spent on compliance for a 7 Dunedin has a population of approximately 120,000 and is the main centre of the Otago province, situated in the South Island of New Zealand. Dunedin is the fourth largest urban centre in New Zealand, behind Auckland, Wellington and Christchurch. 8 It has to be acknowledged that those firms which agreed to participate may well have perceived compliance costs as a greater issue than those who did not. Therefore, the participants in our survey may tend to over-state the problem, although perhaps not to the same extent as those in Business New Zealand's survey. 9 In the remainder of the paper, when discussing the firm's opinion on a particular issue, it is the interviewee that is being referred to. 10 Both firms were retained in the sample, however the firm that had only been in business for a few weeks was excluded from the part of the analysis that asked about compliance in the previous 12 months (the results presented in Table 2 ).
period of thirteen weeks. All firms agreed to do this, but in the end only 18 firms provided us with thirteen weeks' worth of data. Once these results had been analysed, firms were invited to take part in a follow up interview. Thirteen firms took part in the follow up interview. A detailed discussion of the results from the study is presented below.
Findings
Results from the preliminary interviews
The preliminary interview began with some background questions about the size of the firm.
The responses are summarised in Table 1 for firms with 0-5 FTEs. It is worth noting at this stage that the firms in our survey have a significantly lower turnover than firms with a similar number of employees from the Business New Zealand/KPMG study. In our sample the average turnover is just over $400,000, whereas in the Business New Zealand/KPMG study it is approximately $1,000,000
for firms with 0-5 FTEs. Firms were next asked "How do compliance costs impact on you and your business?" Some firms thought compliance was a much greater problem than did others. At one extreme, two firms reiterated that compliance costs were not an issue and did not impact on their business.
On the other hand, one firm stated that they have not taken on additional workers because of the compliance costs involved, and another firm argued that compliance would make them think again before buying another business. Two firms commented on what they perceived as the inflexibility and pedantic attitudes of government departments. Another firm objected strongly to doing unpaid work for the government and 7 firms stated that the major problem was the time compliance took. One engineering firm pointed out that their engineers were expected to become familiar with the health and safety policies of any new clients. The firm's response has been to stop working for some large clients where this is particularly time consuming.
Firms were then shown a list of compliance costs and asked which they had faced in the previous 12 months. For compliance costs they had encountered, they were asked to put that 12 The face-to-face nature of the interviews allowed us to distinguish this sort of genuine "don't know" response from confusion about the question or unwillingness to respond.
cost into one of the following categories: provides some benefit to my business at a reasonable cost, provides some benefit to my business but at excessive cost, provides no benefit to my business, don't know. Table 2 shows the number of firms that encountered each compliance cost (shown in the second column of the table), and the number that put it into the different categories (shown in columns three to six). Note that the firm that had only been in business for a few weeks has been excluded from this part of the analysis, so the total number of firms is 24. Panel I: Other compliance costs (each mentioned by one firm) Audits, Apprenticeship Act, employment relations agreement, compliance with client health and safety in employment policies, driver and forklift licensing, tree modification, LTSA special vehicle certification, crane inspection, environmental health transfer of ownership, warrants of fitness, WINZ scheme, electrician to inspect premises.
There are 40 different compliance costs that at least one firm in the survey was confronted with in the 12 months prior to the interview date. In addition, there were another twelve compliance costs that firms chose to list under the heading of miscellaneous, with each cost being mentioned by only one firm. These are shown in Panel I of Table 2 .
The most commonly encountered compliance costs were those relating to tax regulations regulations and filing returns with the Statistics New Zealand, with the majority of firms seeing these as conferring no benefits on the firm. However, it should be acknowledged that two firms did think the Statistics New Zealand questionnaires were beneficial to their business at a reasonable cost. Both were motels, and commented that it was useful to receive the statistical summaries back from the Department of Statistics. It is also interesting to note that of the five firms who thought preparing GST (Goods and Services Tax) returns provided some benefit to their business at a reasonable cost, four were motels. Most firms took a softer line when it came to health and safety in employment issues. Almost all firms thought that staff training in hazard management and monitoring hazards conferred some benefit on their business at reasonable cost. One firm even commented on the helpfulness of Occupational Safety and Health staff. However, understanding the Act and reporting incidents and accidents was not so popular. It should also be remembered that one of the engineering firms saw health and safety issues as a major barrier to doing business.
It is also of interest to recall that one of the firms in response to an earlier question had strongly objected to doing the government's work for it. Several of the least popular compliance costs (in the sense of firms saying they were of no benefit to the firm at all) were those that could fall into this category. Examples include making Court, WINZ or IRD ordered deductions from an employee's wages, deducting student loan repayments, verifying the earnings of employees making ACC claims and filling in questionnaires. 14 Some people may argue that GST returns also fall into this category.
To summarise, the results from the preliminary interview indicate that although compliance is perceived as a major problem by a significant number of firms, this is not the majority view.
Only 8 of the 23 firms that answered the relevant question thought that compliance costs were a major issue. This is despite the fact that there are some compliance costs that impacted on virtually all (or in one case all) firms in the sample over the previous 12 months. It is also interesting to note that for some of these costs most firms thought the compliance cost concerned conferred no benefit on their business. A good example is the preparation of GST returns. All 24 firms spent time on this task with 15 stating this conferred no benefit on the firm. Similar stories can be told with regard to preparing PAYE and income tax returns and 14 WINZ stands for Work and Income New Zealand, which is part of the Ministry of Social Development. WINZ is the agency responsible for helping people find work and for paying income support (e.g. unemployment benefits). IRD stands for the Inland Revenue Department. WINZ and the IRD sometimes require employers to make automatic deductions from employees' wages, in addition to income tax. One example is deducting student loan repayments.
relations and health and safety regulations amongst the small firms in our study is consistent with the Business New Zealand/KPMG survey (KPMG 2003: 20) .
Why then did so many firms argue that compliance costs are not a major issue for their firm?
In some cases, there seems to be a genuine recognition of some value to the firm from "compliance"; that is, the net cost is less than the gross cost of compliance, although it is not easy to quantify the difference. Another possibility could be that, for some firms, compliance is not a particularly time consuming task.
It should also be remembered that for the firms that did think compliance costs were a major issue, this was a strongly held view. For example, recall that for one firm compliance was given as a reason for not expanding the workforce, another owner said he/she would think again before going into business and another firm refused to work for some potential clients because of the compliance issues involved. Contrary to the hypothesis advanced above that compliance may not be particularly time consuming for some firms, 7 firms said the major problem with compliance costs was the time involved in complying.
It would seem the different firms have had different experiences of, and attitudes to, compliance costs. Some firms claim that compliance is time-consuming with others suggesting it is not. The issue of exactly how much time different firms spend on compliance and the extent to which this varies across firms, is the focus of the second part of the study.
Diary of Time and Money Spent on Compliance
At the end of the preliminary interview firms were invited to keep a record of the time (and money) spent on compliance over a 13-week period, beginning in June/July 2003. 16 Firms who agreed to take part were supplied with a time sheet for each week, which they were asked to return at the end of each week. Firms that did not send returns in promptly were reminded by phone. Eighteen of the original 25 firms saw the survey through to completion.
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15 PAYE stands for Pay as You Earn Tax. This income tax is collected off the employee by the employer at source. 16 Firms did not all participate during exactly the same 13-week period because they entered the diary phase of the study immediately after the preliminary interview. 17 A small number of firms had one or two weeks missing. These firms were kept in the survey. For these firms, all averages reported below are based on the number of weeks for which returns were made.
The summary statistics on firm size for these 18 firms are given in Table 3 below. Note that these summary statistics are not much different to those for the full sample of 25 firms. It should also be noted that of these 18 firms, 10 described compliance costs as a minor issue in the preliminary interview. Six firms described compliance as a major issue and the remaining two gave no response. None of the four firms that described compliance as "not an issue at all" completed the 13 weeks of time sheets. This suggests the 18 firm sample is not representative of the 25 firm sample, and may bias the results towards finding high amounts of time and money spent on compliance.
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The amount of time spent on compliance per week by firm type is shown in Table 4 . Note that of the 18 firms included in this part of the survey, 4 are motels, 4 cafes, 3 hairdressers, 3
engineering firms and 4 garages. Before discussing the results presented in Table 4 , it should be noted that of the four garages in the sample, two chose to include the time taken to put Warrant of Fitness stickers on cars, 18 As does the self-selection problem discussed in footnote 5.
our view, this activity is a service for which customers are charged, not a compliance cost.
Garages expressed frustration at the low fee they feel they have to charge for warrants in order to keep customers' other business, but this has more to do with competitive forces than compliance costs. In any case, given that we only have this information for two out of the four garages, we chose not to count this as a compliance cost for the sake of consistency.
The average amount of time the two garages spent issuing warrants was 11 hours and 55 minutes per week.
The results presented in Table 4 show that the average amount of time spent on compliance by the 18 firms was just over an hour per week. The maximum figure is 159 minutes (2 hours and 39 minutes) and the minimum a mere 6 minutes per week. Only one firm spent more than two hours a week on compliance, with another firm spending exactly two hours a week on compliance. Another 5 firms spent between one and two hours per week on compliance, with the remaining 11 firms spending less than an hour a week on compliance. There is some degree of variation across firm types with hair-dressers, engineering firms and motels all spending more than twice as much time on compliance as garages. However, in a small sample, these differences may not be significantly different in a statistical sense.
An obvious question to ask is whether spending one or two hours a week on compliance is a lot of time or not. There is probably no correct answer to this question, and to someone running a business, this may well be a significant intrusion into the working week. However, we can state that this is not a high proportion of a forty-hour working week. This figure also stands in striking contrast to those of the Business New Zealand/KPMG study. That study reports annual hours spent on compliance costs were 271 for firms of 0 to 5 FTEs, which equates to 313 minutes per week. This amounts to more than five times our average finding.
In fact, the longest time any firm in our sample spent on compliance costs was 159 minutes per week or about 138 hours per year. Moreover, for firms of sizes 6-9 FTEs and 10-19 FTEs the Business New Zealand/KPMG survey reports annual hours spent as 654 and 743, respectively (KPMG 2003:36) , which is up to 15 times what we found. There are various possible explanations for this. One possibility 20 is that our results are based on recording the amount of time they spend on compliance week by week, rather than relying on recall of how 19 In New Zealand cars are required to undertake a safety inspection every six or twelve months (depending on the cars age). This safety inspection is referred to as a Warrant of Fitness, and is typically carried out by privately owned garages. 20 Our sample is, of course, restricted to the Otago region, but it is scarcely credible that small businesses in this region are much more efficient at handling compliance costs than firms in other regions. much time they spent on compliance for a whole year. It is possible that when asked to recall how much was spent on compliance, there may be a tendency to over estimate. This is consistent with the fact that several firms in our study stated in the preliminary interview that they spent a lot of time on compliance, but that only one firm actually turned out to spend more than two hours per week on compliance.
We also calculated the average amount of time spent on compliance per employee. The results are presented in Table 5 . Hairdressers spend the most time on compliance per employee, whether measured on the basis of the average or median. Focusing on the average suggests that engineering firms are the next highest, but this is dominated by one firm, which explains why the median figure for engineering firms is so much lower than the average. Table 26 of KPMG (2003) reports an "average internal cost" for such firms of $5,160. Using the average total cost and average total cost by FTE also reported in Table 26 , this figure can be converted to an FTE basis. For firms in the ranges of 6-9 and 10-19 FTE the corresponding costs per FTE p.a. are $1,729 and $1,206, respectively, both figures way out of line with our findings.
compliance as a major issue and 10 as a minor issue. No firms said that compliance was not an issue, and 2 firms did not provide an answer. The summary statistics obtained when firms are disaggregated into major and minor are given in Table 6 . The sample was not disaggregated by firm type, because of the small number of firms this would have given in each category. It would seem that the amount of time spent on compliance is consistent with the answers given in the preliminary interview, in the sense that the firms that said compliance was a major issue spent more than twice as much time on compliance as those that said it was a minor issue.
The analysis now turns to the amount of money spent directly on compliance. As this involves payments to those outside the firm, we will refer to this as the external cost of compliance. Getting information on this external cost of compliance is not as straightforward as gathering information on the amount of time spent on compliance. One key reason for this is that money spent on compliance tends to occur on a less regular basis than does time. For example, the major expense for many firms is likely to be paying their accountant to do their income tax return, but this happens only once a year (and most firms did not pay their accountant at all during the sample period, even though all firms use the services of an accountant). It is also open to debate what proportion of this is actually a compliance cost. If firms were preparing annual accounts anyway, then the marginal cost of preparing a tax return will be minimal. However, if the only reason firms prepare annual accounts is to meet tax regulations, the whole cost could be considered a compliance cost.
Having said this, we attempted to estimate the external cost of compliance in the following manner. All 18 firms provided information each week on the amount of money they spent on compliance. As part of the follow up interview, described more fully below, we asked firms how much they had paid their accountant in the calendar year 2003. Thirteen of the 18 firms agreed to take part in the follow up interview. 23 However, the firm that had not been in business for a full year had to be excluded, as they had not had to prepare an income tax return. For the remaining 12 firms we are able to derive an estimate of the external cost of compliance per week. Of these 12 firms, 3 are motels, 2 cafes, one a hairdresser, 2 engineering and 4 garages. To obtain the estimate of the external cost of compliance we assume that all of the money paid to the firm's accountant represents a compliance cost. We then added on any other dollar costs of compliance from the weekly summaries, additional to those involving the payment of an accountant. By assuming that all money paid to an accountant represents a compliance cost we are obtaining an upper bound on the amount of money spent on compliance.
Given the small number of firms in some firm types, it does not seem worth reporting the results by firm type. The first row of It is clear from table 7 that payments to an accountant make up the majority of external compliance costs. Not obvious from the table is the fact that, for three firms, payments to an accountant were the only external compliance cost incurred. After payments to an accountant, the next largest cost was the payment of memberships to an organisation firms were required to belong to. This particular cost was highest for garages, which are required to belong to the Motor Trade Association if they issue Warrants of Fitness.
It is also possible to calculate the total (time plus external) cost of compliance as a proportion of the firm's turnover. These calculations are reported in the remaining rows of Table 7 The table also makes it clear that the external cost of compliance to the firms in the sample is considerably greater than the time cost of compliance, based on the assumption that an hour of time costs a firm $19.04. This is an interesting result, given that several firms indicated in the preliminary interview that the major problem with compliance costs was time. This is possibly due to the fact that firm owners value their time at more than the average wage of would require an hourly wage rate of $102.04, which seems rather high.
This average figure, for the total cost of compliance as a percentage of turnover, of 1.48 percent is higher than in Business New Zealand/KPMG, where the figure for firms with 0-5
FTEs is 1.14 percent, for 6-9 FTEs it is 1.06 percent and for firms with 10-19 FTEs it is 1.09
percent. The higher figure in our survey is due to two things. First, although the firms in our sample spent much less time on compliance than those in the Business New Zealand/KPMG survey, they spent a similar amount of money on compliance. Second, the firms in our sample typically have a lower turnover than the firms in the Business New Zealand/KPMG survey, for a given number of employees. These results tend to confirm the Ministry of Economic Development (2001b:4) view that the costs of compliance fall disproportionately on smaller enterprises.
Follow-up Interviews
The analysis of the time spent on compliance above suggested that, although a significant number of firms in the sample considered compliance to be a major issue, there was only one firm that spent more than two hours a week on compliance issues. To explore this issue more fully, we contacted each of the 18 firms and asked them a series of follow up questions, including the question discussed above about how much they paid their accountant in 2003.
A letter was sent to each firm listing the follow up questions. The letter was followed up with a phone call and the questions answered over the phone. Thirteen firms took part in the follow up interview. We asked two questions about the time spent on compliance. The first was to report back how much time they spent on compliance per week during the sample period and to ask whether they still considered compliance to be a major or minor issue as indicated in the preliminary interview. The second question asked whether they spent a solid period of time on compliance each week, or whether this was done over several smaller periods of time.
Of the 13 firms that took part in the follow up interview, one had not indicated in the preliminary interview whether compliance costs were a major or minor issue for their firm.
Of the remaining 12 firms, 5 had described compliance as a major issue, and 7 as a minor issue. When asked if they wished to change their mind, 10 kept to their original view. Two of the firms that had originally described compliance as a minor issue (both garages who had included the paper work associated with Warrants of Fitness as a compliance cost) now said that compliance was more than minor, but they stopped short of describing it as a major issue. The majority of the firms gave a reason for why they still thought compliance was a major or minor issue.
Two firms, both motels, who thought compliance costs were minor chose to elaborate. One firm said that although the number of compliance issues was increasing over time, the amount of time spent on each one was falling due to technology (e.g. computers). The other firm said that you got used to filling in all the forms, and that it filled in the down time when there was no other work to do.
Five of the firms that thought compliance was a major issue chose to elaborate. Two made the point that compliance is higher at certain times of the year (one suggested earlier in the year, the other later) that were not covered by the period of our survey. Another firm noted that they had spent a lot of time on health and safety issues immediately following the survey period. Two firms commented on the fact that it is not the total amount of time spent on compliance that is the problem, and one admitted that the total amount of time did not seem high. Instead the problem is that dealing with compliance takes up several small periods of time per week. There was also a suggestion from one firm that it is always in the back of your mind that there is some compliance issue that has to be dealt with and that it has to be done when government officials want it done. Another firm took the opportunity to reiterate that they deliberately kept their number of employees low, to minimise compliance costs. Another firm reiterated that health and safety regulations made in unprofitable to work for some large clients.
When specifically asked the second question about whether compliance was dealt with in a solid block of time or several smaller periods of time, 8 of the firms said that they tended to spend several periods of time on compliance each week, 3 that they tended to do it in a solid block and 1 firm said that it varied.
These results suggest that even if the amount of time spent on compliance per week by the small businesses in our sample does not seem incredibly high, that compliance is still considered a major issue by a significant number of firms. There are different reasons for this. Some firms are of the view that the time they spend on compliance is high, whereas others are not so concerned about the total amount of time spent on compliance, but the fact that there are several compliance issues to deal with each week. This was seen as a source of stress by at least one firm.
Conclusion
This study of the extent of compliance costs facing small businesses in New Zealand took place in three stages: a preliminary interview, a 13-week period where records were kept of the time and money spent on compliance, and a follow-up interview. Twenty-five firms took part in the preliminary interview, 18 kept records for 13 weeks, and 13 took part in the follow-up interview. This is a reasonably small sample and it could also be argued that it would have been beneficial to conduct the survey over more than 13 weeks. However, keeping track of a large number of firms over a long period of time would be a major undertaking. Existing studies with larger samples are typically based on one interview, which is not conducted face to face, and rely on recall rather than getting firms to keep records on the amount of time spent on compliance. There is clearly a trade off between the size of the sample and the amount of information that can be extracted over time from a given firm.
One striking feature of the results is that different firms have different attitudes to compliance costs. Some firms in the sample perceived compliance as a serious issue that was preventing them from expanding their business, others saw compliance as being only a minor issue, or in some cases no issue at all. Some types of compliance came in for more criticism than others.
Those that were perceived as doing the government's work for them (e.g. PAYE returns)
were the least popular, while some aspects of the health and safety regulations were looked on much more favourably.
The time sheets kept by firms suggest that most firms spend somewhere in the region of one to two hours per week on compliance issues. Some firms consider this to not be excessive, others do. This is understandably a matter of opinion. To a busy owner-operator of a firm who does the day-to-day book-keeping herself, any interruption in the working day is going to seem like more than a minor issue. To other firms where there are less busy times of the day to catch up on paperwork it may not seem so excessive. This may be borne out by the fact that there was some evidence motels were less concerned with compliance than some other business types, even though motels spend an above average amount of time on compliance. Some firms objected not so much to the amount of time they spend on compliance, but to the fact that they have to spend several small periods of time on compliance per week.
It also needs to be kept in mind that some firms are likely to object to compliance if they are hit with one major compliance item every now and then (e.g. having to get resource consent).
No such issues came up with any firms during the period of the survey, but some firms reported having such experiences in the weeks prior to the survey.
Our results also suggest that the external cost of compliance (e.g. paying an accountant to do tax returns or paying a membership to an organisation a firm is required to belong to) is greater than the amount of time spent on compliance. However, it must be remembered that our methodology implicitly assumed that all money paid to an accountant was a compliance cost, which may not be the case. Hence our estimates of the external cost of compliance should be considered an upper bound.
From a policy perspective, these results are important. Simply reducing the amount of time spent on each individual compliance task will not seem like an improvement to some firms.
What is needed to satisfy them is a reduction in the number of tasks, and a reduction in the external, or monetary, costs of compliance.
Our quantitative results differ in some respect from the Business New Zealand/KPMG survey conducted in the same year (KPMG 2003) . In terms of time spent on compliance costs, the Business New Zealand/KPMG survey findings are higher than ours by a factor of 5.
However, with regard to the external cost of compliance our results are similar to the Business New Zealand/KPMG results. Moreover, when the total cost of compliance as a proportion of turnover is considered, the cost of compliance is higher in our survey than in the Business New Zealand/KPMG survey. One reason for the striking difference between surveys with respect to the amount of time spent on compliance could lie in the method of data collection. We regard the weekly diary and follow-up interview as inherently more reliable than recall of a year's worth of activity, especially in the case of time spent. We also believe that our sample is more representative of small New Zealand businesses, whereas the Business New Zealand/KPMG survey is dominated by relatively large firms. Even if we compare our sample with the firms in the Business New Zealand/KPMG survey who employed 0-5 workers, our firms are still smaller in terms of turnover (an average turnover of approximately $400,000 compared to approximately $1,000,000). It is also possible that there was an element of self-selection with the Business New Zealand/KPMG survey, whereas our sample was randomly generated. We consider our approach worthy of replication at a larger scale, over more locations and a longer time frame. The main constraint on achieving this is the resource-intensity of the method.
extent you think the cost exceeds the benefit you derive from the activity.
7. We would like you to fill in a form every week for the next three months that keeps track of how much time you spend complying with different government regulations. We will put together a customised form for your business, based on the compliance costs that have been identified in this interview as being significant for your business.
Thank you very much for taking part in the study. We expect to find it very revealing, I hope you find it interesting and worthwhile as well. Here are the contact details of the researchers if you ever want to get in touch with them.
For each of the following Compliance Costs please indicate the extent to which they provide you with some "benefit" to off-set the cost incurred 
